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SUBJECT: ECONOMIC EEFECTS OE SHABA CONFLICT 

1 . SUMMARY: THE BALL OF KOLWEZI AND THE CONSEQUENT SHUT-DOWN OE 
GECAMINES' MAIN EACILITIES REDUCE ZAIRE'S MINERAL PRODUCTION BY 
ROUGHLY 75 PERCENT. MINERAL EXPORTS ACCOUNT EOR 70 PERCENT OF 
ZAIRE'S EOREIGN EXCHANGE (FX) EARNINGS, AND THUS THE LOSS OF 
KOLWEZI WILL CAUSE AN ALMOST IMMEDIATE DROP IN EXPORT REVENUES AND 
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GOVERNMENT TAX RECEIPTS. HOWEVER, THE FULL EFEECT OF THE CUTBACK 
WILL BE DELAYED SIX TO EIGHT WEEKS LARGELY BECAUSE OF SUPPLIES 
IN THE PIPELINE. ACCORDING TO THE LATEST BANK OF ZAIRE (BOZ) 
ESTIMATES, 1978 MINERAL RECEIPTS WERE PROJECTED AT Z900 MILLION (ONE 
ZAIRE EQUALS ONE SDR) OR ROUGHLY $1,125 BILLION. KOLWEZI WAS TO 
ACCOUNT EOR Z650 MILLION OE THIS TOTAL. ZAIRE' NET FX LOSSES 
WILL BE SUBSTANTIALLY LESS, HOWEVER, DUE TO THE 45 PER 
CENT IMPORT CONTENT OF GECAMINES' PRODUCTION. THE LOSS OE 
GECAMINES' KOLWEZI PRODUCTION WILL RESULT IN IMMEDIATE PRODUCTION 
CUTBACKS IN OTHER SECTORS AS WELL AND A GENERAL DECLINE IN GROSS 
DOMESTIC PRODUCT(GDP). MOREOVER, THE SHABA CONFLICT HAS 
OBVIOUS RAMIFICATIONS FOR THE LONDON BANK AGREEMENT, IME STANDBY 
NEGOTIATIONS, 1978 PARIS CLUB RESCHEDULING, AND MOBUTU PLAN EOR 
ECONOMIC RECOVERY. UNLESS THE GOZ QUICKLY REGAINS KOLWEZI'S 
PRODUCTION, ZAIRE WILL REQUIRE SUBSTANTIAL EXTERNAL ASSISTANCE 
TO AVOID A EURTHER DECLINE IN ALREADY DEPRESSED LIVING STANDARDS 
AND A PROEOUND RESTRUCTURING OE THE ECONOMY. END SUMMARY. 

2. GECAMINES' MINING OPERATIONS IN KOLWEZI ACCOUNT FOR APPROXI- 
MATELY 75 PER CENT OE ZAIRE'S COPPER PRODUCTION, 90 PER CENT OE 
COBALT PRODUCTION, AND 100 PERCENT OF ZINC PRODUCTION-THREE 
OE ZAIRE'S PRINCIPAL MINERAL EXPORTS. THE FALL OF KOLWEZI HAS 
THUS ELIMINATED A MAJOR PORTION OF ZAIRE'S MINING CAPACITY. 

COPPER EXPORTS, AND HENCE EXPORT REVENUES, WILL BE IMMEDIATELY 
AEFECTED, ALTHOUGH THE EULL EINANCIAL IMPACT OF THE CUTBACK 
WILL BE DELAYED SIX TO EIGHT WEEKS DUE TO STOCKS IN THE PIPELINE. 
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3. ACCORDING TO THE BOZ, ZAIRE'S NET MINERAL RECEIPTS IN 1977 
WERE ESTIMATED AT Z628 MILLION, OR 69 PER CENT OE ZAIRE'S EX 
EARNINGS. COPPER, COBALT AND ZINC PRODUCTION FROM THE "COPPER 
BELT" (KOLWEZI-LIKASI-LUBUMBASHI) ACCOUNTED EOR THE LION'S SHARE 
OE THESE REVENUES: 

-COPPER 7.396 MILLION 
-COBALT 97 MILLION 
-ZINC 32 MILLION 

DIAMOND PRODUCTION IS THE ONLY SIGNIEICANT MINERAL ACTIVITY OUT- 
SIDE SHABA. THE GOZ PROJECTED TOTAL 1978 EXPORT EARNINGS EROM 
MINERAL EXPORTS AT Z900 MILLION. COPPER, COBALT AND ZINC 
PRODUCTION ALONE WERE PROJECTED TO EARN Z810 MILLION IN EX AND 
KOLWEZI WOULD HAVE ACCOUNTED EOR Z650 MILLION OE THIS. GOVERN- 
MENT REVENUES EROM THE TAXATION OF MINERAL EXPORTS WERE ALSO 
PROJECTED TO REACH ROUGHLY Z300 MILLION IN 1978. ALTHOUGH 
COPPER PRODUCTION INVOLVES A HIGH IMPORT CONTENT (ROUGHLY 45 PER 
CENT AT CURRENT PRICES) WHICH WILL NOW BE SHARPLY REDUCED, THE HALT 
OE COPPER PRODUCTION IN KOLWEZI WILL STILL HAVE SUBSTANTIAL BALANCE 
AND BUDGETARY REPERCUSSIONS. 
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4. MOREOVER, SGB, THE BELGIAN HOLDING COMPANY WHOSE SUBSIDIARY, 
SGM, HAS PRIMARY RESPONSIBILITY FOR MARKETING THE GECAMINES 
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PRODUCTION, ADVANCES ZAIRE 80 PER CENT (RECENTLY CHANGED FROM 
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70 PER CENT) OF THE AVERAGE LME PRICE OVER THE PREVIOUS THREE 
MONTHS UPON THE EMBARCATION OE GECAMINES' PRODUCTION PROM A PORT. 
SGM PAYS THE REMAINING 20 PER CENT WHEN THE COPPER IS ACTUALLY 
SOLD. THUS, THE EPPECT OF THE FALL OF KOLWEZI WILL BE PELT VERY 
QUICKLY SINCE STOCKS ARE ESSENTIALLY LIMITED TO THE SHIPMENTS 
CURRENTLY ENROUTE TO VARIOUS AFRICAN PORTS. 

5. ZAIRE'S IMMEDIATE FINANCIAL PREDICAMENT IS, THUS, PAR MORE 
SERIOUS THAN IN 1977, WHEN GECAMINES WAS ABLE TO INCREASE 
PRODUCTION PROM 407,000 MT TO 452,000 MT DESPITE THE MINOR DIS- 
RUPTIONS OP THE "EIGHTY DAYS WAR ". THE EXPORT RECEIPTS FROM 
SOURCES OTHER THAN GECAMINES (DIAMONDS, COPFEE, ETC.) ARE SUB- 
STANTIAL BUT THE LOSS OP GECAMINES' KOLWEZI PRODUCTION WILL 
RESULT IN AN IMMEDIATE DECLINE IN MINERAL PRODUCTION THAT WILL 
IN TURN AFPECT THE MANUPACTURING AND SERVICES SECTORS. THE 
PUBLIC SECTOR WILL ALSO BE SERIOUSLY AFPECTED AS GOVERNMENT 
TAX REVENUES PALL SHARPLY. UNLESS THE GOZ REGAINS QUICKLY THE 
KOLWEZI PRODUCTION OR OBTAINS SIGNIFICANT EXTERNAL PINANCIAL 
ASSISTANCE, SWIFT DECLINE IN ALREADY ERODED LIVING STANDARDS IS 
INEVITABLE. 

7. IN ADDITION TO THE IMMEDIATE LOSS OP REVENUES FROM KOLWEZI 
AND ENSURING PRODUCTION CUTBACKS, THE NEW OUTBREAK OP PIGHTING 
WILL FUNDAMENTALLY ALTER THE ASSUMPTIONS ON WHICH THE LONDON 
BANK AGREEMENT WAS PREDICATED (THE GOZ WILL BE TEMPTED TO USE 
THE $85 MILLION IN ITS BLOCKED BIS ACCOUNT, ITS ONLY EFPECTIVE 
RESERVES) AND WILL HAVE OBVIOUS CONSEQUENCES POR A NEW IMF 
STANDBY AGREEMENT AND THE CONTEMPLATED 1978 PARIS CLUB 
RESCHEDULING. THE ATTEMPT TO LAUNCH ECONOMIC RECOVERY UNDER 
THE MOBUTU PLAN WILL ALSO BE SHORT-CIRCUITED. SHOULD THE SHABA 
CONPLICT PROVE PROTRACTED OR IF THERE IS MAJOR DAMAGE TO 
GECAMINES PACILITIES, MAJOR OUTSIDE PINANCIAL ASSISTANCE 
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WILL BE REQUIRED AS ZAIRE ATTEMPTS A PUND AMENT AL RESTRUCTURING 
OP ITS ECONOMY. 
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